INTRODUCTION

Background
XE Corp, a publically traded NASDAQ company (symbol AXEC), is a manufacturer of electrical light bulbs. Its main headquarters is based in Denver, Colorado, and the company has been operating since 1976. The company sells light bulbs to the retail market on a worldwide basis. Its major clientele is Home Depot and Lowes and has captured about 10 percent of the world market of light bulbs sales.
Their Cash Flow Statement presented below for the Year Ending December 31, 2011 has been prepared using US GAAP. The company has opted to use the Direct Method as it believes it adds transparency and is more fundamentally sound than the indirect method. The controller would like to begin to see the effects of using IFRS on the Cash Flow Statement and has been assigned this task. In particular, the controller would like to see the different effects on Cash Flow presentation between US GAAP and IFRS. The company would like to adapt IFRS by as early as next year as it is considering a new stock issue in the London Stock Exchange, which requires IFRS compliance.

Axe leased specialized machinery manufactured by the lessor, Bell Corp., which will enable Axe to manufacture their light bulbs in a much more efficient manner. This machinery does not have a resale market and was made specifically for AXE to meet its specifications.
The lease term is for three years with a lease payment made to the lessor in the amount of $5,000. Payment is due on December 31 of each year with the first payment due on December 31, 2011. At the end of the lease term, ownership reverts back to the lessor. There is no option to buy the equipment.
The lessee will pay all executor costs. 
The estimated useful life of the lease is 49 months -4 and 1/12 years. 
The fair market value of the equipment is $15,000.  The implicit rate of Bell Corp. is 6 percent and is known to the lessee, Axe.  The incremental borrowing rate of Axe is 7 percent.  This lease is treated as an operating lease under US GAAP and the US GAAP-prepared Cash Flow Statement reflects this.  Under IFRS, this lease is treated as a capital/financing lease.  AXE uses the LIFO inventory method of accounting. The LIFO reserve is $7,000 at the beginning of the year and $11,000 at the end of the year. 
The tax rate for AXE is 30 percent. All current tax obligations are paid when accrued.  Assume that AXE has elected to treat interest expense as a cash flow from operations activity, thereby being consistent with the US GAAP-prepared statement.
Required
For the scenario above: 
SUGGESTED SOLUTIONS
Part 1
An operating lease is treated as a rent expense and is recorded on the Income Statement as such. An operating lease is an off Balance Sheet transaction and, as such, is preferred by companies. A Capital Lease -per US GAAP, termed as a Financing Lease under IFRS -is treated as a purchase of Property, Plant and Equipment and is capitalized as such on the Balance Sheet. The minimum lease payments required on the lease are recorded as a liability on the Balance Sheet at the present value amount using the lessee's incremental borrowing or the implicit rate of the lease, if it is lower and known by the lessee. The liability is separated into its current and long-term components. Additionally, the cash payments under an operating lease are treated as a cash outflow from operating activities and, under a capital/financing lease, will be treated as a payment for financing activities (minimum lease obligation amount) and a payment for interest. The interest payment is classified as a cash outflow from operating activities under US GAAP and either as a cash outflow from operating activities or financing activities under IFRS.
Part 2: Effects on IFRS Cash Flow Statement
Assuming a capital/financing lease, the amortization 
Effects on the Cash Flow Statement
Year of Lease Inception
In the year of inception, US GAAP treats the $5,000 rent expense as an operating lease payment -a cash outflow from continuing Operations as an Operating expense on the income statement.
Under IFRS, the financing/capital lease is treated as a purchase of Property, Plant and Equipment and is capitalized on the Balance Sheet as such -in the amount of $13,365 -with a corresponding liability in this amount. The payment of $5,000 effects the Cash Flow Statement which results in a cash payment of the minimum lease obligation -a cash outflow from Financing Activities in the amount of $4,198 and an interest payment -a cash outflow from Financing Activities or Operating Activities for $802, keeping the same total payment amount of $5,000.
Subsequent to Year of Inception-Years 2 and 3 of Lease Payments
US GAAP
The $5,000 annual Lease payment is treated as a rent expense -a cash outflow from Continuing Operations as an Operating expense.
